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Practicing
CPA

An AICPA publication for the local firm

WHAT’S WRONG WITH YOUR FIRM’S IMAGE?
Too often, public accounting firms are looked
upon as a necessary evil. To many clients, their
CPAs’ only functions are to supply financial state
ments (which the clients don’t understand) to
grantors of credit or to complete tax returns for
governmental agencies.
Most of us in local or regional public accounting
firms serve small- and medium-size businesses
headed by their founders. These people often have
special skills in areas such as sales, production
and product development but seldom have sub
stantial expertise in administration or financial
management.
Entrepreneurs usually develop their skills in
formally. They sometimes have little, if any, in
ternal backup and tend to make decisions based
on unsophisticated methods which limit their
effectiveness. Because of these limitations, they
draw on the services of the professional business
community—the insurance broker, lawyer and
accountant.
Business people probably see their accountants
more often than other professionals and deem
them nice, honorable people who are intent on
balancing the books or answering tax questions.
But, they also think that CPAs’ contributions to
management take the form of negative comments
such as "receivables are turning too slowly” or
"inventories are too high.” For lack of creative
and positive input to go along with the negative
connotations, the accountant is tolerated but ex
cluded from most decisions other than, "Can I
afford this?” or for tax purposes, "How can this
transaction be structured?”
Do you think this is a fair appraisal of our
services? Is this the image you want for your
firm? We should all take a good, hard look at our
selves before answering these questions.
First, let's look at the way we are trained to
serve the public. We are immersed in a sea of tech

nical facts and techniques. Then, we are tested on
our abilities to retain and retrieve these same
things. What we don’t receive, in most cases, is
adequate training in the management techniques
and organizational and communicational skills
necessary to operate a successful business.
Second, the need to be independent as auditors
causes us to overreact in this respect. Auditing
is a part of what we do, and being independent
does not mean being aloof to clients’ problems.
We can be committed to helping them, initially, by
preparing ourselves to teach them management
principles and techniques, such as management by
objectives; being a sounding board for new ideas;
offering constructive criticism; and still maintain
our professional stature and independence. We
should not put artificial barriers between our
selves and our clients.
Where do you want to be regarding the image of
your firm? If you cannot say with certainty that in
the eyes of your clients and the business commu
nity, your firm represents technical competence,
professional commitment, creativity, leadership,
client involvement and service, then consider ways
to improve that image. There are several steps you
can take that will build a positive image and lead
to firm growth. Here are some of them:
□ We all work better at things we like, so, find
out what the people in your firm want to do,
and then consider if what they want to do
has potential for development.
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□ Take an inventory of your firm’s current
skills, and determine what additional ones
are needed in order to obtain special exper
tise in desired areas.
□ Set your objectives and goals. Make a formal,
detailed outline of the steps needed to be
come expert, and prepare a timetable for
each step.
□ Involve your key personnel in working out
the game plan, and make sure they under
stand their roles.
□ Perfect the techniques of managing your own
practice (your most important client). The
skills acquired will give you a far stronger
basis for helping and serving your clients
and earn you your right to give advice.
□ Learn professional selling skills and devise
a marketing program. The required knowl
edge can be obtained from several sources
including AICPA CPE courses. Better meth
ods should result in improved communica
tions with clients and help build your prac
tice.
□ Develop an administrative program that en
sures a high level of service contact with
clients on a regular basis.
□ Have a firm brochure printed that tells who
you are and what you are.
□ Discuss your firm’s approach with other pro
fessionals—be they bankers, lawyers, insur
ance people or other accountants.
□ Be involved in the community and in pro
fessional activities.
It would be impractical to try to accomplish the
above outline all at once. However, to reach your
objectives you should form your plan, establish
item by item priorities and set up target dates for
the completion of each phase of your program.
In some instances, more than one step can be
taken at a time.
If you want to have a good firm image tomorrow,
start making things happen today.
—by Paul D. Schulman, CPA
Phoenix

Estate Planning for the Small Estate
Estate planning is not just for large estates. The
small estate will also benefit from the utilization
of some basic estate-planning methods.
If the estate plan initiated while the estate is
small is based on sound techniques, it will have
sufficient flexibility to accommodate current
needs, yet allow for later modifications due to the
growth in size and complexity of the estate. In
addition, tax savings which may be generated even
in a small estate will normally justify the cost of
this basic estate planning.
Four such techniques which have general appli
cability to all estates are
□
Ownership of property.
□
Marital deduction.
□
Gifts during lifetime.
□
Life insurance.

Ownership of property
If an estate can be split effectively between
spouses by the manner in which property is
owned, the flexibility of an estate plan is increased
and the impact of estate tax can be nullified or
lessened. The typical property ownership prob
lem encountered in a small estate is best exem
plified by the use of joint tenancy.
Taking title to property in joint tenancy will
generally eliminate the flexibility that a small
estate plan requires. While the Revenue Act of
1978 and the Tax Reform Act of 1976 have elimi
nated some of the problems created by the use of
joint tenancy, in many instances, it still remains
an unwise choice. It is unwise because it may
prevent
□
Effective splitting of the estate.
□ Use of a trust to provide for postmortem
control.
□ The use of a disclaimer to allow for post
mortem planning.
Therefore, the ownership of property should be
reviewed by you with your clients, and the effects
on estate plans should be discussed.
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Marital deduction

The gift and estate tax marital deductions are
effective tools for the actual splitting of the estate
that is needed to increase the flexibility of the es
tate plan. The difficulty which may be created,
however, by relying solely on the estate marital de
duction to split the estate is that it requires death
to accomplish that split. If the unpropertied
spouse were to die first, the estate would not be
split and the unified credit of the deceased spouse
would be wasted. Therefore, it is advisable to con
sider use of the gift marital deduction.

Gifts during lifetime
In addition to the marital deduction, two other
gift concepts which may be utilized to split the
estate should be discussed with your client. These
are
□ $3,000 annual exclusion.
□ Split gift.
The advantage of using the $3,000 exclusion is
that it removes property from the estate forever
and, unlike other gifts, is not considered in com
puting the tax on an estate regardless of the
date of death. Therefore, it is useful even as a
death-bed technique. Used consistently during life,
it can remove a considerable value from the tax
able estate.
As for the split-gift concept, it allows a nonpropertied spouse to consent to a gift of the donor
spouse and, thereby, double the value of the gifts
which may pass to the donee. This may also be
used as a means of equalizing the estates of two
spouses; i.e., split gifts would be made entirely
from the estate (of the spouse) which has the
greater value.

Life insurance

Life insurance in an estate plan is normally pro
vided for liquidity purposes and, in a small estate,
it may even be the primary asset. Thus, it is im
portant that ownership of the properties be con
sidered so that, if possible, they are outside the
taxable estate.
There you have it—basic estate-planning tech
niques which will benefit a small estate. Used
properly, they may form the foundation of an
estate plan which will accommodate the current
needs of your client, allow for the flexibility re
quired as these needs change and be justified by
the tax savings they will generate.
—by Nancy J. Stara, CPA
Lincoln, Nebraska

Wanted!
We want your ideas on ways to make running
an accounting practice easier and more re
warding.
So, if you’ve given a speech, led a discus
sion or have devised new procedures or
forms, just jot down a few words on the sub
ject and send them along to us.
Differences of opinion can be reported, so
offer comments and constructive criticism on
published material. Above all though, let us
know how things are done in your firm
because many useful articles can result from
a pooling of knowledge on a single narrow
topic.
Remember, if the Practicing CPA can draw
on the skills and experiences of its readers,
then all practitioners can benefit from the
exchange of information.

Management Advisory Services Conference
A wide range of MAS practice subjects will be
covered at the Institute’s sixth annual national
MAS conference to be held September 17-18 at the
Marriott Motor Hotel (O’Hare) in Chicago.
Practitioners will have a choice of full-day pro
grams on MAS practice development; planning,
budgeting and control for small business clients;
and assisting clients with minicomputer applica
tions and controls.
The presentations will cover topics such as the
strategies involved in marketing consulting ser
vices, assessing the personnel skills and capabili
ties existing in your firm, and expanding services
to current clients; helping clients plan for manage
ment improvement; and helping clients determine
their needs, install, operate and adapt to the chang
ing technology of minicomputer and microcom
puter systems.
There will also be sessions on word processing
and computer installation effectiveness reviews
as well as 12 practitioners’ forums for those who
want to exchange ideas and experiences on specific
MAS practice and administrative topics. Registra
tion for these forums will be limited.
The registration fee is $100 for one day; $150
for two days. For further information, contact
the AICPA’s meetings department.
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The New AICPA Staff Training Programs
Discussion leaders, who will be providing instruc
tion at the staff training programs cosponsored
by the AICPA and 28 state societies this year, were
invited to a meeting at the Institute’s New York
headquarters in May.
This is the first time such a meeting has been
held. The idea behind it was to let the Institute
demonstrate what it is doing for local firms and
to give the discussion leaders the opportunity to
question AICPA staff members on how the Insti
tute will work with them in these programs.
Discussions at the all-day session covered mat
ters such as recent pronouncements on compila
tion and review, the status of the two sections of
the AICPA division for firms, internal control visa-vis small clients and relevant auditing standards,
the new AICPA audit manual (which will be ready
soon), the use of the technical information service
and the library at the Institute and the impact of
mandatory CPE on quality.
To ensure that these new staff training pro
grams meet the needs of local and regional firms,
the AICPA’s CPE division surveyed many of these
firms, asking them to rank a comprehensive list of
technical and practice skills in terms of their rela
tive importance to staff accountants.
The staff of the CPE division also sought com
ments and advice from practitioners, discussion
leaders and educators concerning the technical
accuracy of the material and its relevance to
smaller practices and career motivation in smaller
firms. Input was also obtained from members of
state society CPE committees and staff, from pro
gram evaluations submitted by discussion leaders
and participants in previous programs and by
studying various staff training programs devel
oped by other organizations.
The AICPA programs are designed with the
practical application of what is learned in mind.
For example, the materials will serve as technical
reference sources to guide staff accountants after
their return to practice. And, in addition to exten
sive technical notes, many modules contain useful
checklists and solutions to case studies.
The staff training programs are continuously
improved. As the courses are presented, changes
are made where necessary ensuring that the re
quirements of local practitioners are met.
The program time schedules are flexible so that
instructors can increase time spent on topics that
are highly relevant to the group. This makes the
programs much more responsive to the training
needs of participants.

These programs offer one week of extensive
practical training at each of the three major stages
of staff development. They will be held at various
locations in the 28 cosponsoring states until the
first week in December. Further details can be
obtained from Paul Miranti and Anne Tucksmith
at the AICPA.

Summer Jobs
If you or any of your clients are contemplat
ing hiring teenagers for summer jobs, it
might be a good idea to look at the child labor
regulations in view of the fact that penalties
for infringement are very severe.
While 18 year olds may be employed at any
type of job with no restriction on the number
of hours worked, there are limitations on the
types of jobs that teenagers 17 and younger
may work.
For example, in most cases, children under
14 can only be employed by the parent’s
company (if that parent is sole owner of the
business) and in nonhazardous occupations.
Fourteen and fifteen year-olds cannot do
hazardous work, either, but can perform
office and food service functions and do cer
tain types of deliveries. Employees in this
age group may also only work between the
hours of 7 a.m. and 9 p.m. for 8 hours a day
(40 hours a week) through Labor Day and are
further restricted once school reopens.
Young people from 16 to 18 years old are
not restricted in the number of hours that
they may work, but they too are not allowed
to work in certain hazardous occupations.
(To our knowledge, a CPA’s office is not con
sidered hazardous except during tax season.)
Prospective employers are well advised
to check their state’s child labor regulations
to determine what permits are required,
what records should be kept and what
standards are followed. Sometimes they can
be stricter than the federal requirements.
A copy of the bulletin, Child Labor Re
quirements in Nonagricultural Occupa
tions, no. 101, can be obtained from your
regional office of the Department of Labor,
Wage and Hour Division. It may be helpful
to both you and your clients.
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The Importance of the Administrative
Review as Your Firm Grows
The accounting profession has entered a period of
rapid change, and quality control peer review
of certain documents, procedures and technical
standards has become essential. (For firms in
either section of the AICPA division for firms,
compliance reviews are mandatory.)
A definite correlation exists between the quality
of work performed for clients and the quality of
internal administrative procedures. Unfortunate
ly, too few CPAs are trained in administrative and
management techniques, and many are simply too
busy to run their practices effectively.
Growing firms have a need for a review of their
administrative procedures because, in many in
stances, the partners try to do too many different
things, which results in their spending a great deal
of time solving problems. A review of a firm’s
administrative procedures can help the partners
see where problems might arise and allow them to
take appropriate action early.
What administrative procedures constitute

Developing an accounting practice involves set
ting goals and having a written philosophy under
lying the firm’s activities. It involves setting
budgets, making projections and long- and shortrange plans. A positive attitude is essential. You
must start out on the right foot to be successful.
The essential ingredients in the administration
of an accounting practice are:
□ Financial administration and bookkeeping
functions.
□ Revenue controls.
□ Billing and collection.
□ Client engagements.
□ Assignment processing and control.
□ Review procedures.
□ Report processing.
□ Correspondence and filing procedures.
□ Office facilities.
□ Housekeeping functions and office manage
ment.
□ Library organization.
□ Insurance.
□ Data on personnel, the partnership and man
agement.
There are several types of administrative review
available to a CPA firm. There are in-house reviews
whereby one office reviews another (usually for a
fee). These could be reviews of a segment of that

firm, such as its partnership agreement. Then,
there are reciprocal reviews (without a fee) be
tween individual firms or groups of firms. (The
Texas Society of CPAs fosters such groups.) Or,
the review could be conducted by an independent
consultant, or the firm could participate in the
AICPA’s local firm administrative review program.
Who should have an administrative review? The
answer, according to the partners of many firms
that have participated in the AICPA’s review pro
gram, is all firms and especially any practice in
which the partners think they are running it well.
And, most advise having a review every three
years.
How to handle the review

The program must be planned which means de
veloping adequate procedures and a time budget.
The first step is to check the engagement letter to
determine that the scope of the review and the fee,
if any, are the same as was agreed upon. Next, you
should make sure that the reviewer is qualified.
Certain data are required, and these should be
prepared beforehand (see exhibits) and, of course,
documents will be requested. The list of docu
ments in exhibit 2 is the minimal needed for a com
prehensive review, although for selective reviews,
such as that of a partnership agreement, all you
would need is the actual partnership agreement
itself.
The review engagement should include inter
views with partners and with selected firm per
sonnel. You will find that the staff is much more
willing to talk frankly with outside interviewers
than with partners.
In some instances, review procedures might in
clude interviews with the firm’s bankers and at
torneys and with other professionals and business
people in order to get a feel for the firm’s image
in the general business community.
When the review has been completed, a report
should be developed identifying the organization’s
most critical problems and offering recommenda
tions that might resolve them. Without these con
clusions, the review is of little use.
Not all parts of an administrative review have
to be conducted in the office of the firm being
reviewed. Although interviews of principals and
selected staff will have to take place in the office,
interviews of outside people can be conducted on
site. Initial data (see exhibit 1) can be sent to the
office of the reviewer to give him time to familiar
ize himself with the information, and some of the
documents can be forwarded as well. (Obviously,

6

some documents cannot be taken from the office of
the firm being reviewed.)
The administrative review can be a strong moti
vating force, because even though you may know
that problems exist in your firm, you probably
have done nothing about them. It usually takes the
opinion of an outside, objective professional to get
you to focus on improving the firm.
—by Leonard H. Brantley, CPA
Fort Worth, Texas
For further information on the AICPA’s local
firm review program, contact Barry Kuchinsky at
the Institute.

Exhibit 1—Initial Data Requirements
1. Name and office address(es) of organization.
2. A brief description of practice on predomi
nance of types of clients served and on pre
dominance of types of services rendered.
3. A brief description of the fee structure used
for auditing, accounting, management advi
sory and tax services, together with a brief
outline of time-keeping and time-budget sys
tem records utilized.
4. A brief description of the internal organiza
tion of your firm for professional work includ
ing lines of authority, audit review and use of
hourly job budgets.
5. A summary of continuing education activities
of principals and staff: graduate accounting
seminars, institutes, AICPA professional de
velopment courses attended or taught. In
clude a description of any firm personnel
training activities which are organized in reg
ularly conducted classes.
6. A brief biographical sketch of all principals,
giving education, all work experience, any
work specialty and membership in profes
sional organizations.
7. A brief biographical sketch of all professional
personnel associated with the firm.
8. Do you carry malpractice insurance? If so,
how much?
9. List the current technical subscriptions of
your firm.
10. A brief summary of the contents of your
library.
11. Does the organization have the Management
of an Accounting Practice Handbook?

12. Furnish the following information about your
practice area(s):
a.
Principal businesses or industries.
b. Population, geographical description and
location plus any unusual facets.
c. Number, type and size of other practi
tioners.
d. State society and local chapter profes
sional activities.
13. Administrative review checklist completed by
the managing partner or a principal.

Exhibit 2—Documents Requested

1. Partnership agreement.
2. Staff manual.
3. Written firm philosophy, policies and pro
cedures.
4. Organization chart.
5. Long-range plan.
6. Financial statements, projections and bud
gets.
7. Production reports.
8. Newsletters and other mailers to clients.
9. Minutes and agendas of partners’ meetings
and staff meetings.
10. Books of original entry.
11. Work in process records.
12. Samples of invoices to clients, statements to
clients, accounts receivable ledgers and ac
counts receivable schedules.
13. New client report, new assignment advice and
client master record.
14. Checklist for timely completion of assigned
work.
15. Checklists for tax planning and problems.
16. Recruiting brochure.
17. Personnel files.
18. Technical manuals.
19. Sample client report.
20. Forms used for
a.
Scheduling and assignments.
b.
Work processing (routing sheet).
c. Business development (contact sheet,
follow-up, etc.).
d. Instructions to client.
e.
Time budgets.
f.
Billing—time and expense reports.
g.
Standard workpaper index.
h.
Engagement reviews.
i.
Employment applications.
j.
Employee evaluations.
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21. Quality control system:
a.
Quality control document or
b. Summary statement of the firm’s quality
control system with references to support
ing information contained in manuals,
memorandums or other technical litera
ture of the firm.

Exhibit 3—Interview with Principals

19. What do you think are the strong points of the
firm?
20. Have you attained the quality of life you
desire?

Exhibit 4—Interview with Selected Personnel
(At least one from each department)
Name

Position

Name________________________________

Age

Position or title_________________________

Time with firm__________________________

Age

Specialty___________________

Time with the firm______________________
1. What should the long-range goals be for the
firm? How large in five years? What kind of
clients?
2. What are your long-range goals? Where do
you fit into the firm’s plans for the future?
3. What part do you perform in practice develop
ment?
4. In what organizations are you active?
5. Have you ever written an article or given a
speech?
6. How many bankers and attorneys do you
know personally?
7. In what areas does the firm specialize?
8. How useful are your partners' meetings?
9. Do you receive adequate financial information
about the firm?
10. Are you satisfied with the firm’s present bill
ing rates and billing methods?
11. How are clients reviewed to determine
whether or not the firm shall continue ser
vice or accept a new client?
12. When do you discuss fees with clients?
13. How are engagement letters controlled?

14. How is staff assigned?
15. How does the firm obtain cooperation of
client’s personnel in completion of engage
ments?
16. Do you have adequate professional liability
insurance?
17. Are you satisfied with the partnership agree
ment?
18. What do you think are the weak points of the
firm?

CPA?Education

Background and experience

1. Are you aware of all services offered by the
firm?
2. Have you ever been called upon to meet with
a client for whom you do not regularly handle
*
assignments?
3. Have you ever participated in practice devel
*
opment?
4. Does the firm encourage you to be active in
organizations?
5. Have you ever written an article or given a
*
speech?
6. How many bankers or attorneys do you know
*
personally?
7. In what areas does the firm specialize?
8. Do you receive sufficient information regard
ing your assignments?
9. Do you ever receive assignments that are too
difficult (or too easy) based on your knowl
edge and experience?

10. Are you provided a time budget on each as
signment?

11. What procedures would you follow if an as
signment you are handling is running over
the allotted time?

12. Do you do most of your work at the client's
office or your office?
*
13. Who is your immediate supervisor?
14. Who is the managing partner of the firm?
15. Why did you come to work for this firm?

16. Do you receive adequate training?
17. How big would you like to see the firm be
come, and what role would you like to play
in it?
*Exclude for administrative personnel.
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What Accountants Earn

An idea of what accountants in public practice
earn nationally can be obtained from the 1979
compensation survey conducted by Source Fi
nance. In this survey, the position categories are
broken down into five levels of responsibility and
further subdivided by the size of the CPA firm as
follows:
Large = national firms.
Medium=regional firms.
Small = local firms.
In order to keep the survey representative and
unaffected by extremes, median rather than mean
figures have been used.
The following figures showing the U.S. Chamber
of Commerce calculations of cost of living in
creases by year may help in determining whether
or not salary levels have kept pace with inflation.

Year
1974
1975
1976
1977
1978

Cost of living increase from
previous year (percentage)
11.0
9.1
5.8
6.5
5.8

American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas
New York, N.Y. 10036

National Compensation Survey
Total annual compensation ($000)
15th
Public
85 th
accounting
percentile Median percentile
Junior
10.2
Small
14.5
15.9
11.2
15.8
17.7
Medium
Large
13.4
16.7
19.2
Senior
14.1
20.9
Small
18.3
Medium
14.7
19.9
22.8
Large
18.3
23.5
27.3
Manager
Small
19.9
27.1
30.4
Medium
22.0
31.0
34.3
43.6
Large
27.9
37.3
Partner
Small
29.7
35.8
48.3
Medium
37.2
51.6
71.2
Large
60.4
82.8
95.2
Senior partner
Small
42.9
64.0
89.6
Medium
70.1
93.5
129.0
Large
148.2
185.3
240.9
Note that geographic differences can affect salaries
considerably.
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